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CHAPTER | 


INTRODUCTION 


1.1 Purpose 

Tne purpese of this report is to analyze tne concent of 
privatization and provide the basic steps to understanding how a 
privatization contract works. With the information provided by this 
report, one Snould be able to determine whether this method of 
contracting 18 applicable to his needs or the needs of his 
municipality. It is intended that this will be the first of a Series 
or reports written at the University or Florida giving a detailed 
review of ail asoects of privatization. The goal of this series o7 
reports is to develon a graduate level management/contracting/oudlic 
works operations course.of two or three credit hours focusing on 
privatization. 

It is hoped that this report might stimulate further interest in 
tne subject of privatization among students, contractors, and public 
administrators. In this time of huge government deficits, hign 
interest rates, and uncertain financial] forecasts, privatization may 
provide one method for tne provision of public capital growth and 
supply of services. This report will review the possidilities and 


potential of privatization for use by public agencies. 





1.2 Seape 

This report 1S intended to be an overview ot the concept of 
privatization. The reader is assumed to have a general understanding 
of construction management, including construction contracts, contract 
administration, and engineering economics. This report presents 
topics in a general] nature so tnat engineering students, engineers, 
contractors, business administrators, and government officiais can all 
understand the points contained. It iS important that the reader 
realize that privatization can come in an almost endless variety o7 
forms and that this report will present just a few of these. 

Chapter II 1s a presentation of the condition of the United 
States' decaying public works infrastructure including a description 
of deteriorating facilities, overloaded and strained facilities, and 
declining investment available for growth, rehabilitation, and repair. 
Cnapter III intreduces various solutions for financing needed growth, 
renabDilitation, and repair of America's infrastructure. Discussed are 
financing alternatives, alternative methods of providing services, and 
advantages and disadvantages of privatization. In chapter IV, the 
privatization method is out!iined. Included are the Arthur Young 
methoc or implementation of privatization, a description of various 


privatization options, checks and balances required, an overview of 


“bh 


the privatization request for proposals, and finally a presentation o 
tne approaches used by several leading corporations and a major 


underwriter of privatization contracts. Chapter V is an assessment of 





the risks associated with privatization projects. This chapter 


reviews the risk factors and elements, the considerations concerning 
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risk management, risk ellocation for doth capit 
and maintenance costs, and risx sherinag on orivetization orojects. 
Chapter VI ig e detailed anaiysis of the McKay day Reruse-to-cneray 
Project in Tempe, Florida, ea privatization project Dy waste 
Management, Inc. This analysis covers the project scope, Gackground 
immormasl0n, GESeCripcion @f the facility, design “end tons truction 
contract, operation anc maintenance contract, risk assessment, cost 
escalation, and division of responsibilities. Chapter Vil presents 
conclusions and recommendations. 

In conjunction with this report a survey of 7/73 of tne ton 400 
contractors es dGesignated by Engineering News-Record was conducted to 
determine the extent privatization is used by those corporations. The 
results of the survey are documented in Appendix A and the information 


gained 1S uséd throughout the report. 


Vo" Gicetece on Derined 

Privatization is the concept of construction contracting wnerevy 
traditionally public provided services are provided by the private 
sector under contract to a public agency. Financing, or the 
arrangement of financing, desicn, construction, and operatian anda 
maintenance of tre facility that provides the service may al} be 
pertormed by the private corporation which contracts with the public 
entity. Monitorirg is performed throughout the life of the contract 
Dy the public. Sufficient safeguards are included in the contract to 
protect tne interests of both parties; mainly, the service provided to 
the oublic and the orofit received by the private corporation.’ 


Financing may be accomolished by the public entity using traditiona! 


e a a 3 .? 


methods, by the private corporation itsel7, by @ third pzrty 
underwriter arrangec by the private corporation, or by a combination 
of tnese. 

the purpose of privatization 1S to provide tne pudlic sector with 
a solution for providing needed infrastructure facilities and services 
when they are financially unabDie to fund their acquisition or 
upgrading or to provide the service. The financing aiternatives of 
privatization are the heart of the concept. Decreases in federal and 
State-funded programs have shifted financing responsibility back to 
the communities, wnicn must often decide whether to proceed or cancel 
projects due to lack of funds. Privatization provides another 
alternative to these communities. Private sector funds are used and 
the project can proceed. The process is “driven by the federal tax 
breaxs given to the private sector. In reality, therefore, it is 
Subsidized by all tax payers. As this report will show, ell] parties 


enerit, the puslic sector receiving its needed racility and Service, 


the private corporation its profit and tax breaks. 
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AM—lGA'S OECAYING INFRASTRUCTURE 


2.1 Decayina Infrastructure 

AMeeVGa S peG IC WOrkS IitraSeructure 1S wearing out faster than 
it is being replaced. This rapidly deteriorating condition is fast 
becoming a Darrier to continued economical growth and the well being of 
the public in cities and counties across the Unitea States. These 
deteriorated pudlic facilities threaten the very life of our 
communities, threaten the continuation of basic services such as fire 
Orotection, public transportatio~, water supplies, sewerage processing, 
secure prisons, and flood protection, and inhibit growth. 2acause of 
tight budgets and inflation, the maintenance of our national, state, 
county, and local facilities %s often deferred. Replacement and 
renabilitation of old systems is often cancelled or postponed. New 
construction is often delayed, phased, or cancelled due to these 
financial constraints. 

(mewexae: Condition of wodgy's public works infrastructure is not 
cocumented on a nationel scale, but some localized studies have exoosed 
alarming statistics. 

*The 42,500-mile Interstate Highway System is deteriorating at a 
rate requiring reconstruction of over 2,000 miles per year. 
Because of inadequate funding and maintenance during the 1970s, 
over 8,000 miles of this road system and 13% of its te are 


now beyond their designed service life and have an immediate need 
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fo be reduilt. This road system, whicn carries 207 %¢—ueum 
nignway traffic, could severely affect the nation if furtner 
deterioration 1s allowed to continue (11-2,3). 


*One of every five bridges in the United States requires either 





rehabilitation or reconstruction. The Department of 


Transportation estimated in 1981 that the cost to accomolish this 
| 


task could equal $33 billion, but only $1.3 billio was allucateg 
to bridge repair in that year (13-43). 
=*The nation's municipal water supply will continue to face heavy | 
cemands throughout the 1980s. The 756 urban areas with 
populations over 50,000 will require between $75 billion and 
$110 billion to maintain their water systems over the next 20 
years. Almost one-fifth of these communities will face 
Investment shortages, even if present water rates are doubled to 
produce cadital for investment. At ‘east $10-3$13 Dillion beyond 
tnat generated dy user cnanges will oe required (36-40). 
*Over $25 billion in government funds will be required curing the | 
next five years to meet existing ater pollution control 


StanGardses 35-01) = 


* q 
*Over $40 billion must be invested in New York City alone over the, 
next nine years to repair, service, and rebuild basic public 
works facilities that include: 1,000 bridges, 2 adUaduianaee 
l large water tunnel, several reservoirs, 6,200 miles of paved 
roads, 6,000 miles of sewers, 6,000 miles of water lines, 6, /00 
subway cars, 4,500 buses, 25,000 acres of parks, 1/7 R@Saaeeee 19 


city university campuses, 950 schools, 200 libraries, and 


huncreds of fire houses and police stations. Because of fiscal 


G these services (12-472), 

Cimeeemeeny1e works requires §.7511lion now to re" tiid its 
Daslc Semvices, $250 to S500 mii Wn 1S Wesded to replace and 
renovate the ouolic-owned water System, 3.59 miilion to regair 
the city's briages, and over $340 million spent for fluad control 
facilities. In addition, Cleveland must rebuild or resuriace 30% 
of its Streets, now in 2a state or advanced déterioaration, anc 
reconstruct the sewer collection system, wnicn o*ten 7 loods 
commercial and residential] buildings (21-52). 

~Ewem Tinancially nealthy cities face trouble ahead. In Dallas, 
the next nine years will require a $700 million investment in 
water and Sewerage treaiment systems. More than $109 miilion 
must be Generated to repai~ deteriorated city streets (39-40). 

*Over one-nalf of the United States' 3,500 jails are over 30 years 
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many aS 3,000 0 
Facilities, will need retuilding or renabilitation in the next 
tem years (23). 

*& large number of the 43,500 dams in this country require 
immediate attention to reduce hazardous deficiencies. Tha fund 
even to inspect these facilities have been difficult to obtain 
(Seco). 

Tne examples presented are not isolated instances but instead are 

representative ot the declining condition of the United States' 
Infrastructure. Tnus far, puolic government nas been unable to meet 


the growing damands of society upon the public works. The challenge 
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today iS to Tind ways to finance the neeced reanairs, renovations, anc 


new construction needed to meet an ever-increasing cemand. 


2.2' Strained Bagi lytiies 

A large number of communities' basic public works facilities, 
their roads, streets, water systems, and sewerage treatment plants are 
too small, too old, obsolete, or in poor repair. One rule of thumb 1s 
when a wastewater system 1s operating at 80% of capacity, the community 
will not be able to add additional industrial load. The operating 
ratio for water treatment indicates full capacity at 70%. A Department 


£ 


ot Commerce survey of 6,870 communities! wastewater treatment capacity 
reported that 3,133 (46%) of the systems were operating at 80% of 
capacity or higher. The same survey indicated that 1,844 of 5,622 
piaces have water treatment systems operating at 70% or greater 
capacity. See Table 2-1 (9-22,23). Publie Factmties Suche 
transportation, Soiid waste, toxic waste aisposal, water, and power are 
essential to priva.e sector investment. Reports indicate that at ijieast 
one-ha!t and probably two-thirds of the nation's communities are unable 


to support additional modern development until major new investments 


are made@ in their basic facilities (9-17). 


2.3 UDeclinina Investment 

The value of the United States' stock of public works has not been 
arowing. The net value of federal public works investments has 
actually declined during the period 1969 to the present. While the 
value of state and local investments in public facilities increased 


Guring the same period, it was at a declining rate (9-5). 
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Despite tne evidence of deterioration in communities arourd tne 
nation, owdlic workS investments, measured in constant dollars, fell 
from $38.6 billion wa 1965 tO 1255 tnan SSP $111 70n tw 1977-220 we 
decline. On a per capita basis, public worksS investments in conscant 
dollars dropped from $198 per person in 1965 to $140 in 1977--a 29% 
decline. When measured against the value of the Gross National 
Product, public works investments declined from 4.1% in 1965 to 2.3% in 
1977--a 44% decline. See Table 2-2 (9-8). While government 
expenditures have significantly increased during this same period, 
investment in public facilities has declined (S$-8). 

There are ditferent reasons for such a declire. [he decrease in 
the birth rate and the maturation of the baby boom generation have 
reduced the need for some facilities. The major reason, though, 
apoears to be a mavement to cut government spending for nuolic 
facilities, incluging nev construction, repair, rehabilitation, and 
maintenance, at all levels of government in order to balance hudgets, 
nold down the rate of growth, and finance a growing amount of social 
services. These approaches may meet Short-term neeny but have a 
jona-term effect by contributing to the general decline of the nation's 


infras tric ure. 
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CHAPTER Ii 


FINANCING PUBLiC WORKS FOR TRE FUTURE 


3.1 Rzouilding America's Public Works 

As the 1920s reach tne miaqpoint, competition tor the financial 
Capital available in the United States has dDecome intense. As the 
nation emerges from the recent recession tne private sector will 
require suostantial investment to regain the market edge, both at home 
and abroad. The retooling and modernization of our basic industries 
has begun in earnest. General Motors alone 1S now engaged in a 
five-year re-tooling effort tnat will cost well over $40 billion 
(9-30). The high technology fielas are growing and will araw much of 
the available talent and money. As this paper has discussed, thougn, 
now 1S the time that the nation's public work inirastructure must be 
renovateG and ungraded, 

The scope of the needed work for public facilities is ditficult 
to determine. Presently, no national prioritization of projects, no 
Inventory anc conuition of the existing facilities, and no estimates 
of repair are available. Ilt is clear that all needed projects cannot 
be funded. Too many public and private demands for capital exist 
(1-30). 

Tre allocation of the available investment capital between public 
anc private uses is one of the challenges of the upccm.ng years. The 


traGitional methoag of government acquisition of capital has been 


16 





trruugn the use of 1tS revenue income, taxing, and borrowing powers. 
This will] probably not be enough. Better uses of existing financing 
metnoos and new approaches to the long-term financing of capital ' 
improvement will have to be attempted. Priorities of tine ioc2l 
State, and national levels for public works improvements must be 
considered. jhe inetficiencies and fraud that tend to waste pudiic 
WOrKS money must be eliminated or reduced. The budget process must be 
disciplined and planned well into the future. Finally, 2 clear 
Gefinition of wnat government agency, private corporation, or other 
party 1S responsible for which public facility must be made. Jnis 1s 
especially important wnen the grey area involves two or more 
government agencies (28-31, 32). 


The problem is real, the chiallenge has been given, the time is 







now. Actions are neeced now if the rebuilGing or America 1s to become 


Sib ecu alata ge 


SEN OMAR LEST eT 


3.2 Financing Alternatives 
The potential Tinancing alternatives for pudlic works capital 
improvements include tax-based federal, state and locai funcina, debt “ 


financing, user charges, ano privatization. Substantial increases in 


r 
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taxes to finance pudlic works projects may ninder private sector 


investment in an area. Using tax revenues without raising taxes would 


Ta 


require reductions in other areas. Tax revenue use for capital 


SPR aT rede 07 MIT, oe 


Improvement taxes long-range planning to ensure that routine 


HF tet 


expenditures fcr services, maintenance, and caily expenses are not 
aereee ed f675- 34) . ' 
Debt Tinancing, or the use of bonos to finance capital 


improvements, iS an increasingly troubled method. Many municipalities | 


| 
! 
| 
) 


cgomeemmeeTOrGee OUT CT Lie DOad market because of the current high 
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Interest rates and the expandea use of industrial revenue ponds. 
Small communities are finding that small bond issues have such nign 
transaction costs, such as law fees, underwriting expenses, and 
printing, that they are effectively excluded Trom the market. 

ser charges are another traditional method of financing many 
public works services, and money from tnis source can be designated 
for capital improvement, renovation, or repair. User fees are 
directly relatea to the consumer and product. In many communities, 
user fees do not reflect the true cost of the service bit are 
subsidized out of other funds. The raising of user Tees 18 often 
difficult and traumatic to a community. Often special income 
adjustments are needed for the elderly and the poor. 

The primary and final method of tinancing considered here is 
privatization, or private operation of traditionally puolic sector 
provided services and facilities. As detined privatization is the 
concept in which fimancing, censitructien 2nc operation of same 
services and facjlities that are traditionally provided and funded by 
government are shifted to the private sector. 

The remainder cf this report will] expand the privatization 
cenceot, giving advantages ang disadvantaces of privatization, 
ceveloping the privatization procedure and methuds, looking at various 
approaches of several major corporations, analyzing the risk factor of 
privatization contracts, explaining the requireu contract 
administration for privatization projects and finally taking @a 
indenth look at the McXay Bay Refuse-to-Eneray Project at Tampa, 


Florida. 





3. 3 om eri - | VeMays to Provide sérvicges 


In the provision or services, three aistinct entities must first 
De defined before alternatives can be ciscussed. First, tne service 
consumer is the party who directly obtains or receives tne service. 
This party 1s alSo0 often called tne user or customer. Second, the 
service progucer is tne agent that actually and Girectly performs tne 
work or delivers the service to the consumer. A producer can be a 
governmental unit or agency, an association of customers, a private 
corporation, a nonprofit agency, or even the consumer nimselt. 
rinally, the service arranger 1s the agent who assigns the producer to 
the consumer. Most often the arranger iS a governmental agency. The 
arranger's responsibilities include the authority to levy taxes, 
assessments, or user charges; the establishment of procedures to 
Select the proper service, including level of service ana cost; and 
the monitoring of services provided (28-56, 5/7). 


The alternative arrangements co deliver service 


FA) 
ry 
© 


Bocvesument Service 15 tne delivenye@reseryvices Dy a 
‘government agency by its own employees. The community or 
public agency acts botn as the arrange” and producer 
(75-56), 
An intergovernmental agreement aliowsS a community or other 
public agency to pay or hire another government unit to 
supply a service. In Gainesville, Florida, fire protection 
and liorary services are provided to sections of the 
Surrounding county by such an arrangement (28-53). 
=Contracting or purchasing are two other alternatives fur 
the procurement of needed services. Contracts can be made 


with other governmental agencies, private corporations, or 
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29 
nonprorit organizations for the delivery of gooas and 
services. A survey conducted oF 2,375 Cities tnat Gemuneet 
witn private, profit-making firms showed an extremely 
Giverse list of services availaDle Dy contract from private 
firms. Table 3-] lists 66 Services which are an indicaticen 
of the variety of services that can be contracted to 


private corporations (28-60). 


TABLE 3-1. THE NUMBER OF CITIES USING PRIVATE FIRMS TO SUPPLY 
MUNICIPAL SERVICES UNDER CONTRACT 


Service Number of Cities 
Contracting With 
Private Firms 


Reruse Collection Bie, 
Street Lighting 309 
Ei SG tna cl toy. Sian 258 
Engineering Services 258 
Legal Services 18? 
Ambulance Services 169 
Solid Waste Disposal 143 
Utility Br'ling 104 
Animal Controi 99 
Planning 92 
Water Supply 84 
Mapping 74 
Water Distribution System 67 
Payrol| 55 
Street Construction and Maintenance 63 
Hospitals 57 
Special Transportation Services 43 
Cemeteries 47 
Microfilm Services 47 
Nursing Services 34 
Assessing ai 
Public Relations 30 
Bridge Construction and Maintenance a) 
Tndustrial Development 24 
Tax Coilection 24 
Mental Health 22 
Sewage Disposal 21 
“Management Service tier PUDIlTEly Cec miiaciis) tS ues : 
electrical and Plumbing Inspection i7 
Libraries 1? 


Zoning and Subdivision Control 16 
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Sewer Lines i 
Treasury Functions 

All Fire Services 

nmesquito Control 

Mus unis 

General Development 
Alconoiic Renabilitation 
Records Maintenance 

Election Administration 
Police Communications 
Building and Mechanical Inspection 
Fire Communicaticns 

Housing 

Recreational Facilities 
Personnel Services 

Urban Renewal 

Crime Laboratory 

Trrigation 

Parks 

iaent le Comers | 

water Pollution Abatement 
All Pubiic Health Services 
Jevenile Delinquency Program 
Licensing 

Sor) Conserveisiion 

Civ ] Defense Communications 
Fire Prevention 

melse Abatsisens 

Patrol Services 

Registration of Voters 
Traininoa of Firemen 

Alr Sgt ution Abatement 
Jails and Detention Homes 
welfare 
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ote ie wiGwigeclOCienr mets OF previding senvices, The 
community cr public agency awards a monopoly to a private 
corporation to supply a particular service wnich is usually 
regulated Dy the community or public agency. As in the 
contract service, the government is the arranger and 
Generally a private corporation the producer. The main 
difference is that tne government pays the private 


corporation for contract service while the consumer pays 


pte WOR. 
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Tor franchise services. Common franchises include 
telephone service and cable television (28-65). 

*Grants are a subsidy given by the public agency to the 
producer, either by direct grants of money or tax-exempt 
status. The grant in effect reduces the cost of the 
service to the consumer who purchases the subsidized 
service from the producer. Universities, health 
fatilitiag, Gultural msititutes, milk, and other fern 
products are some examples of granis (28-67). 

*The voucher system subsidizes the consumer and allows him 
to exercise his option in the marketplace. Food stamps and 
rent vouchers are examples of this system. The producer is 
a private corporation and both the government and the 
consumer oay the producer (28-68). 

*In the market system, the consumer arranges for service and 
selects and pays the private corporation producer. 

Althougn the community cr public agency may establish 
ois Fae. it 1s usually not otherwise involved (28-/0). 

*Voluntary service provides service needs in many 
communities across the nation. The volunteers or voluntary 
association arranges and produces the needed service, 
Volunteer fire departments constitute more than 9) percent 
of all fire departments in the United States (28-70). 

*Finally, self-service is a means of obtaining a service. 
The consumer alone or his family arranges and provides the 


needed service (28-/0). ; 
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Tne cifferent alternatives for providing sarvices are summarized 





in Table 3-2 snowing the arranger, the producer and the payer in eacn 
altermative (28-73). Privatization, where a private corporation 
Drocuces a service for tne community ar public agency, can be Tound in 


Several of the arrangements snown. 


TABLE 3-2. INSTITUTIONAL ARRANGEMENTS FOR PROVIDING @UBLIC SERVICES 


Alternative Arranaer Producer Payer 
Government service Government Government NA 
Intergovernmental Government #1 Government #2 Government #1] ' 
agreement 
Contr act Governemnt Private firm Government 
mr ancuise Government Private firm Consumer 
Grant Government / Private Tirm Government / 
Consumer Consumer : 
Voucher Consumer Private firm Government / 
Consumer 
Market Consumer Private firm Consumer 
Voluntary Volunteer Volunteer Volunteer ; 
Bel; -Service Consumer Consumer NA 


3.4 Advantages of Privatization 


ers e. 


The advantages of privatization draw upon the private sector's 
involvement in financing, design, construction, ownersnip, and | 
operation of facilities. The benetits of financing and ownership f 
enable a taxodaying corporation to be eligible for various tax benefits. P 
Tnese benefits, wnich must be consicered on a site by site basis, E 
include investment and energy tax credits, aeductibility of interest, ‘ 

. 

and accelerated depreciation. . 
Tax benefits which the private sector 1S capable of using i 

x 

Include the following: ; 
t 


* Investment tax credit - 10 percent of eligible project cost 


* Desreciation of macninery and equipment over Tive years 
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* Nepreciation of structural components over 15 years 

x Deductibility of interest expense 

Privatization may provide as much as 100 percent funding for 
project construction costs, thereby preserving local dedt capacity for 
otner essential purposes. The federal grant program, in contrast, 
provides a percentage of funding for aligible costs oniy, and eligible 
costs are typically determined at the time a project is placed ona 
State priority Jist, not when construction costs are actually Wem 
This time delay may significantly raise the local share. Often 
privatization transactions can be structured so that industrial 
development bonds for water, wastewater and waste-to-energy projects 
are given preferential treatment (14-1). The use of these bonds 
provides the private sector firm with an interest rate lower than it 
coulda obtain otherwise. 

Another advantage for both the public agency and the private 
participant iS associatec witn the design anc construction of tne 
Tacility. Unlike the federal grant programs with their often 
excessive requirements, privatization allows flexibility because 
tederal and state regulatory involvement is minimized and certain 
public procurement regulations avoided. Some reports indicate that 


nese factors may otten exceed 20 percent of the 


cr 


S67 ings eusn ee 
estimated project cost (14-1). Another report states that savings due 
to the minimized federal and state regulatory involvement may exceed 
30 percent of the estimated project cost. This second report by 
Arthur Young and Company indicates that the combined savings of 


construction costs and tax benefits could resule i projec: cose 
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reguctions of aoproximavely “CG to 6U percent as compared with a 
publicly Funded and publicly owned project (18-61). 

Operation by tne private sector may also lower costs and proviae 
addizional .enetits. In many cases the private secter can operate 
facilities more efficiently than public agencies. Some communities 
have found it difricult to pay wage scales and career growth 
opportunities necessary to attract and retain highly technical and 


well-trained operators. Private Sector corporations can atten hire 


hd 


non-union emoloyees where communities cannot. The less bureaucratic 


private sector can utilize greater flexibDitity in providing worker 


incentives. In addition, the private sector can exoerience 


<~ SETS ee = 


Significant economies of scale in the ooeration of multiple facilities. 
Factors include: 
*Ability to share licensed operators among multiple plants. 
*A4bility to centralize or consolidate common. sarvices such 
as preventive maintenance, accounting and adininistration, 
laboratory services, and Spare parts. 


*Ability to buik order chemical supplies and otner essential 





common commodities. 
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*Provric incentive for cost ef7icient oderetions and search 
Tor revenue generating capadility of treatment olant : 
resources in addition to locai user fees (14-1). 


*Specialized skills that are necessary but used 


infrequently, can be Snared by the various privatization 


se 
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projects of the parent private corporation, resulting in 


Dowmeer Service ee: reduced costs (17-94). 


Privatization can be more erficient because it harnesses 
competitive forces and brings the pressure of the market place Into 
the provision of services. It allows flexibility in adjusting the 
$1ze of 2 program up or down in response to changing demand ana 
changing availability of funds. [t nrovides a quicker response to new 
needs, new technology, and new ideas. It often provides Detter 
trained, more efficient, more experienced management, free oF 
Community politics and pressures, to the facility. Tne result is a 
steady supply of the required services without the vacilation of 
local, state, or federal government (28-90). 

Operation of services by the private sector limits the $size of 
government. while this 1S most oDvious in the size of the workforce 
for the community, the lessening of the political intluence into the 
provision of services 15 also diminished. Ine result may well be a 
better, steady provision of services and @ more etficient, less 
Gistracted local government, free to qive its attention to other 


political and social matters. 


3.5 Oisadvantades of Privatization 


Tne disadvantages of privatization can often be eliminated oy th 


tL 


eoproepriate contract clauses al Some cost to tn= cotmunity or puis 
agency. During the decision makine process, tne community must Geci¢e 
which risks it will assume and which it will eliminate and work with 
the privat2 corporation to achieve the desired contract. The 
disadvantages and possible risks of privatization ol low. 

D> privatization project may cost more. Because tne community or 
public agency must ultimately bear the cost of contract 


administration, monitoring costs, profits anc Tees of the privats 
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Oarticipant as well as the cost of construction, financing, anc 
operation and mainzenance of the facility, it 18 Sometimes argued tnat 
privatization can cost more than municipal delivery of services. 

A privatization contract may resuit in poorer service for the 
community. Jt may be argued that since a private corporation's 
objective 1s to maximize profit, there is little incentive to maintcain 
service, perform maintenance, or replace cutdated or onsolete 
equipment. This can be overcome by a vigorous monitoring ana 
inspection policy by the community or public agency during both the 
construction and operation phases of the contract. 

mrevvetrzeeron contracts, +ike contracting of al] type& by a 
governmental agency, may increase the chance for corruption. AS a 
community contracts more and more of its services, the possibility for 
cont lict of interest, bribery, kickbacks, and payoffs become real 
prodlems. The best insurance against this type of corruption is open 
Seo erivo Joc imeaega trently written and clesely monitored 
contracts. Independent auditing of ine private corporation's booxs 
hon tnewprivdatizacion contract will =nsure a!] funds paid are indeed 
mor the project (12-96). 

(Mie DCsSiol li ey enrsrs tnd. se Oriveévization oroject may rail to 
provide services throughout the life of the project. Corporaticns 
fail or curtail eperations, either because of bankruptcy or other 
reasons. While a performance bond can help enSure that the 
construction pnase will be completed, the best way to ensure that the 
entire orivatization contract will be performed is to ensure during 
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obtained on possiole bi Tnis information mignt incluae such 
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items es tne private corporation's financial resources, past record on 
privatization and other contracts, status of contracts on hand, names 
and experience of principal individuals in the corporations' 
organization, and experience in construction, and operation and 
maintenance projects (12-96). 

4 privatization contract displaces public employees and draws 
opposition from municipal unions. Privatization has been slow to 
develop in heavily unionized areas of the country. Employee problems 
are less likely to occur when privatization contracts are used for new 
or expanded facilities and Canvas | In some instances, the private 
corporation may hire those displaced or renegotiate union contracts 
(22). In other situations, union agreements with communities prenibdit 
contracting services in whicn their employees work. In any case, the 
community must, early in the planning phase, discuss with employees 
involved the privatization concept and their potentiel future in tne 
contract (12-97). 

A privatization contract may present difficulties to communities 
or public agencies inexperienced in this type of contract. This 
problem, including drawing up an adequate contract, construction 
management, and monitoring and enforcement of contract réqu trea 
may necessitate the hiring of a consultant or consulting Tirm to 
assist with the planning, project management, and contract enforcement. 

Privatization may nullify the principle of merit employnent of a 
community, bypass programs regarding veteran's preference in 
government employment, bypass equal opportunity legislation and hiring 
OF NanGicappea persons. In doing this it may demoralize tne ema iia 


community's worxforce. Privatization deprives the public workforce of 
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SKIil1S that may de needed in the future and c2n * -refore be a 
ded'litation of public government capability. in2 community must 
weigh this risk and others during the analysis process bevtore 
Sonieminicge i tielieetio tha orivatimatlonvoptiena(2s=91 ) . 

The privatization cf public services can limit the flexibility of 
the community or public agency in responding to emergencies. I[t can 
Toster an undesiradle dependence on contractors and leave the public 
vulnerable to strikes and slowdowns by contractor personnel. AS tne 
private participant becomes more established in the community, the 
provision of services may lead to an increasea politica! power by the 
private corporation to the loss of the public agency or comunity 
(28-S1). 

A privatization contract may fai] to guarantee adequate 
competition in certain areas. Privatization is still a relatively new 


Gece ot anauihesnesuleing absence of effective™competition in this 


Field can Grive up costs and lower the quality of the service provided. 


As time passes, this problem will correct itself but for the present 


the community or public agency must be aware of this risx element. 
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CHAPTER IV 


PRIVATIZATION METHODS 


4.1 The Arthur Young Methodoloay 

For privatization to work best, it must be closely monitored and 
inspected from the ccnceptueal stage through implementation. To 
assist local and state public agencies and governments in evaluating 
and implementating privatization, a consulting service methodology 
has been developed oy the Arthur Young eid Company, a member or 
Arthur Young International. Arthur Young iS an organization that 
provides audit, tax, and management consulting services. Arthur 
Young often contracts with communities and public agencies to assist 
in the management of their privatization contracts. Their 
methoculogy involves working with the community's engineering, lecal, 
and financial advisors and Grawing upon existing studies and insights 
of the current local situation. Starting with an evaluation of needs 
and the technologies available to satisfy them, the potential marxet 
of qualified private organizations is identified for evaluation by 
the community. Laws and statutes arfecting privatization are 
reviewed as are the related requlatory requirements, community 
impact, and financing approaches (15-337). 

The Arthur Young methoaology is made up of four processes. AS 


Shown in Figure 4-1] these processes incluae tne analysis process, the 
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decision making process, the vendor procurement process, and the 
implementation process (20-9). 

The analysis process has seven key areas. The first area of the 
process is a determination of the community's nee*s ano is followed 
by area two, a Oetermination of the technologies t. meet those needs. 
The third and fourtn areas are associated with the business 
opportunity of privatization. The market survey, area three, is 
utilized to develop a list of potential qualified private sector 


coroorations for privatization. In area four, seconoary impact 


evaluations include an evaiuation of possible project revenue, and 





any other positive or negative aspects of privatization. Tne Tifth 
area, the financial alternatives survey, then compares conventional 
Financing jor the project, sucn as general obligation and revenue 
bonas and grant funding, to the different types of privatization 
options. Paragraph 4.2 presents the most common privatization 


options used today. The remaining two steps are institutional 


: 
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Factors and requlatory interfaces (14-1, 2). 
The second process, the decision making process, fcliows once 
the feasibility of privatizing 3 project has Eeen estad!ished. 
Juring tnis process alternatives are developed ano the alternative | 
best meeting the needs of that community is chosen. Plans are then 


made to impiement the alternative chosen. During this process the 


OS a en 2 


community should estaovlisn a system of cnecks and balances covering 
all phases of the privatization project (14-3). This is covered in : 
pardareph 4,3. 

The tnird process, ‘She vendor procurement process, may be either 


negotiated or competitive. Here the community or public agency may 
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MeGG.iate 4a Privatization Contras With a@usnecific private sector | 
corporation or issue a request for qualifications or a request for 
oroposals. The public can then cnoose among the several resoonding 
coroor €t nome, (i422). 

Tne final process, the implementation process, includes the 
design, construction, and operation phases. A system to oversee this 
implementation must be developed to ensure compliance with contract ; 


Cc wawiees (14-4). 


4.2 Privatization Opticns 

The economic benefits of privatization depend closely on the 
Structure of tne transaction between the government agency and the 
private participant. There are numerous options available for this 
privatization transaction and wnile variations are sure to exist, 
only the primary basic models will be described. When choosing which 
option it wil} use, the community or government agency must first 
determine its financial position, the consumer's needs ana rinancial 
position, and tne climate available at the locality for private 
investment. Ali three must be analyzed in detal: to determine wnicn 
epzion is best for the individual community. the options ere as 
follows: 

*Sale/Lease Back. AS Figure 4-2 shows, in this option the 
community or government agency designs and builds the 
facility and enters into a traditional sale/lease back 
contract with a private corporation or jimited partnership. 
Tne public organization sells the facility to the private 


participant and leases it back from that private 


participant. The user's interrelationship remains with 


eo AE Ms 





the oublic agency. The private partitipant receives tne 
depreciction tax benerits, the agreed compensation for use 
of the facility, and retains rights of inspection. The 
nuolic agency has the right to free use of the property 
free Zrom interference by che private landlord as long as 
the user does not violate the law or a provision of the 
lease. While taxes and assessments are normally paid by 
the landlord, this could be shifted to the public agency 
as tenant as part of the lease agreement it desired 
(38-210). 

*Sale With Operating Contract. Figure 4-3 shows the 
privatization option which is similar to the sale/lease 
back but with private involvement in the operation of the 
Facility. The private sector participant thus becomes 
eligible for all] tax benerits, including the investment 
tax crediz. Tne lower costs resuiting coula then ve 
passed to the users through lower fees. In this option 
tne community or public agency designs and constructs the 
facility and enters into a sale/lease back contract with 
the private participanc. The user receives the needed 
service from the private participant eas operator and 
provides user fees to the public agency which in turn pays 
a service fee to the private participant. 

*Turn-key or Full Service Agreement. As shown in 
Figure 4-4, the ful! service or turn-key approach is the 
third option. Here, the Brivatemsector panlicipan: 


Tinances, designs, builds, and operates the facility, 
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OPTIONS FOR STRUCTURING THE PRIVATIZATION TRANSACTION 


Bee. 2 Sale/Leaseback 
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- FIGURE 4-3 Sale With Operating Contract 
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MET Gior 2.4 Turn Key or ru ervice Agreement . 
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bringing CONStruetion Savings IMto tHe transaction. Tne 
pDrivaze firm realizes all] the tax benerits, including the 
investment tax credit (14-3). The construction savings 
result from construction management experience, prorit 
motive, operation and maintenance experience, ana 
minimized federal and state regulatory involvement. See 
Section 3.4 for further advantages. The user receives the 
needed service from the private participant as owner and 
operator and provides payment as a user fee to the pudlic 
agency who collects the fees and pays to the private firm 
an agreed upon service fee. A twist of this option and 
the more common arrangement requires the community or 
public agency to repay the entire cost of the facility, 
including finance costs, temporary finance costs, 
construction costs, engineering costs, anda bonding anda 
insurance costs over tne life of the contract in addition 
to the service fee. The cost of the facility, called the 
project cost, iS paid in equal annual installments ang aim 
prearranged by contrect. The facility is owned by the 
private participant. Construction costs are minimized by 
the private corporation's experience, profit motive, 
operation and maintenance experience, and minimized 
federal and state regulatory involvement. The user 
receives the service from the private participant and pays 
user fees to the public agency wich pays an agreed upon 


service fee (22). 





a) 


Pr Financing MoGification that 18 popular is one where tn 
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Gommunicy Or pUBlic aq@wey Punds sere ofthe Facililty Wita 
Seaebevona)soonds while tne orivete oerticigant rinas the remaincer. 
The orivately contributed funds are recovered by the private 
corgoratiog @s part of Yheeserviege ree 
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to the turn-key agreement option. 


4.3 Cnecks ard Salances 
As with any contract, tnere wili be some risxs involved in 


privatization contracts. Privatization, as a partnersnip detween the 


nuolic and private sectors, should be a snaring of both the benefits 


and the risks, R1iSk management is covered in detail in Chapter VY of 


this renort. what iS important nere is that once the risxs nave deen 


SivadeGg Or shared, it 1S in the best interests or ccntract 


Gomer ae crc ausces Coniect the GivIsi0n OF TISksS as 


rewards and penalties to helo ensure compliance, and that a system ot 


checxs 18 devised to ensure the participants conform with the 
@ontracc clauses. 
The community or public agency should not ree] that contracting 


Services from tne orivate sector diminisnes tnetr control and 


autnority over tinose services. Aitnougn tney may no longer be 
oroducing S20 lege en=V Nene Soil) Oroviting if ana Dy ensurinc 
tne contract properly meets their needs and desires, and by 
developing an appropriate inspection program, the community or puodlic 


agency can stil] retain control] over the provision of tne service. 
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The inspdection orogrem ShoulaG "o> dé )imeeeea= 1) tne come as: 
between ine putlic and private sector oarticigants. This orocram 
might incluce sucn items as indevendent design review, ingesendent 
construction monitoring, independent operational audits, incedencent 
Financial auGits, independent monitoring of proauction results, 
conformance with federal and state regulations, anda consiaeration oF 
performance incentives and penalities. Tne contract must incluge the 
appropriate penalties, including conversion to government ownercnio, 
ror pertormance failures. The Facility must oe oesigned and equinned 
for long-term reliability. It iS important thet the community or 
public agency ensures that normal oreventive maintenance is 
performed, esnecially as the contract approaches its end. Care in 
contractor selection and vigilance in writing the contract and 
Supervising compliance cannot be overemphasized. 

Privatization does not relieve focal offictais of their 
Tesponsidiiicy Tor proviaging tneir citizens witn service tnat 
complies with state anc federal] requiations, protects the pudlic 


health, ans 18 mMOt o1sSarcocntigmactely cos: ly. 


4.4 Recuest for Proposals 

Tne most comolex task for the community desiring @ privatization 
contract i$ Im Sreanizing the “eeusse aor proposals 27) ines 
isSued to the private sector. Tne loca: community or public agency 
requires certain guarantees and assurances from tne private 
corporation in regard to continuity and quality of service. The 
Initial request for these guarantees and assurances 1$ mao2 in the 


RrP. Tne time and eftort tnat a community devores to deveicaine Gs 


RFO will be evidenced in the quaiity of the proposals it receives. 
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ori gee eC Ome oes ener CONSULTING Tirm can assist the community 


or pUalic camginey 1. @eveloping thg request "or prooosals, in 


Le 


252c0.1510G Whiva.e See@er corporetée @ualitication criterie, in 
Selecting the private corporation, and in tha negotiation process 
with the private corpuration. 

Tne request for proposels snould Oe caretuily designed to give 
all prospective private corporations a basic amount of information so 
tnat eal] proposed plans are founded on common criteria. he more 
information tnat can be provided, tne better the proposals receivec 
wil] be. A typical RFP might include an introduction letter plus 
Seeulons Ofmiunemwowner'’s basic criUt@Pia,stne proposed work Dian, 


technical 2s9ects, and financial esnects of the privatization projec 


Tn® introduction Jetter, or letter of welcome, should descride 
Meer Mcsrest Che CommuUNItY has in privatization and sdmmarize ine 
needs of the community as vneli aS opportunities of the potential 
private sector participant. A brier aiscusston of privatization, the 
methods of implementation, any ootions possible, financine 
Beeeneomweycs, efo Oene,tscs Shoulda 21So be incluged 26 eaucate anc 
Sss5ioiy siden the rielé of potential bidders. 

Section 1 mignt include pertinent current information about the 
propos2a project as developed from the community's feasidiiity study 


ae 
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Or Ofher presiannina information. Such criteria would incluae 
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Sackgrcund d@dakg on the local ares incluuing local 
Gemograpnics, economics and population trenas 


Feasibility studies conducted 


General layout and drawings showing any existing 
taG lin ey 


specifications and desian criteria 
Environmental and aestnetic specifications 
Acceptadie technological approaches 

Permit and compliance standards 

Design scnedule requirements 

Project completion requirements 

Location 


Designer name and address, if not part of the 
Drivatiuzationm Con. ace 


Anticipateu interfaces with the community anc 
regulatory bodies 


section Z@ mignt provice intormation neeaea by the prospective 
privace sector participant for tne development of 2 propcseU sork 


~~ 
i 


plan. he ourpoSe ci this section would be to give whe lJoreCramams 
an understancing of the project requirements ana a:low considerable 
leeway for his ingenuity and sxill in develooing 2 preliminary wore 
Sian Tor imprementing tne requirements. Items wnicnr miant 32 
InGluged in this Seavuivonm are (14=5 mis =35 82-14). 

Construction management resuirements 

Operation ana maintenance management requirements 

Required reporting and conirsl systems 

ReQuireG Gualiricajiorns- 10r bicses 


Scnedul2 requirements 
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Governing Statutes 

Key contractuc!] considerations 

Metnodoliogy to resoive uranticipatec events 
ProvGsecuarojec. Urgeni zation 
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Section 2 coulca furtner request tnat the prospective private 


sector participant provide the following intormation as cart of its 


peooose! (2-l4a, 145): 
vescription of aporoach 
Services to be provided from the nome and field o7Fices 
Proposed contract nackage 
Projiminary equidfient procurement scnecule 
PYOPOSES walué engineering proaram 
Preliminary cans:ruction schedule 
Prggesed orgahization for construction ana soeration 
experience in privatization and resumes cr ney emplovees 
See > MICht CeCuinme nr cruation irom JrOSDecl1ve 


= «4 
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ee 3 3 
in developing a procram to implement tne stated requirements. ev 
Questions snould of asked to aetermine the technical exderience 
understancing, ingenuity, practicality, ang technical skill of tne 


corporation (2-169). Information requested mignt incluse: 
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Methos wsea ror ¢€en.-@l of costs 

Method used for contro! of schedules anc proaress 

Past recora or valué encineering success 

Gutsiag2 consultants e»pectec to be uti)]iz294¢ 

Quality management program 

Satety vrogram ana record 

Onoeration and maintenance records from previous contracts 

The fina, section miant require the prospective private sector 

participant to propose its plan for financing tne project, listing 
all costs and fees. In this section the community or pudlic agency 
would give alternatives developed during the feasibility studies and 
would stat® any limitations. The community snoulG State its 
Tinaictal condition and 1%S willingness and abdility to finance any 


pe-t or the proejct. Any restrictions to privatization woulc de 


A survey of major contracting companies as aesignatec by 
Encinee®ring News-Record (34) and ane najor underwriter of 
Orivatizacion Cortrec s aS revealeG various metnocs Of -2eee tele 
“His tvpe of contract. [re rescics of time Survel ere (Cc gee 

; 


part of tnis report in Apoencix A. Several examples are proviaed 


below to give a fractical view of tne points presented in this report. 
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~ Must 02 DOINteG OUT that wnile tne statements for eacn example are 
Specific, in actuality the contract clauses would undoubtedly vary 


from one soecific Broieet CO the Mest. OSe Cemodnies dre 7 1ex tee 
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their under!ying motivation for being tnvolveg in orivatization. Tne 


examoles rollow. 
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ol. ResedreneCocere’|, Inc. 

Regermen “Geecred!, geeumSidvery of Meltcais and 2=5S,, nés 2e=2n 
involved in privatization for approximately sia years. If5 Lturoose 
in entering this field was ourely protit motive. Presantly Researcn 
se ieee iin Privatizing of water systems, 
wastewater Systems, and reruse-to-energy systems. Tne company's 
primary underwriter for these osrojects is Shearson Lenman American 
express, on2 of tne growing giants in the field of finance. 
Presently two projects are unaer contract, both involving wastewcter 
treacment. One is Jocated at Auourn, AladDama and tne second 4at 
Norco, California with a comdined contract value ar $50-60 miition. : 
Tne company's nome offices are located in Somervilie, New Jersey. 

Research Cottrell] uses 2a modified turn-key or full service 


. 


Saneement Solion as the O4aS1$ 97 1tS privatization contracts. 





ficeicwma, tenoorary financing, construction, engineering, sesign, 
ang oderation and maintenance are all accomplished Dy them as tine © 

; 
owner/operator private participart. Tne modification 15 that the | 
cost for tne Gesign anc construction pnase, Known Dy Researcn 
Cottrell as the project cost, 18 nassea beck ts the community or 

» 
pudlic aaency througn a series of equal annua! payments. Tnus, the 
DuDlIc acency receives services without using its own dDonding k 


fee y. ln daggigon 2G this project cost, the community or aublic 


agency pays a service fee to reimdurse the private participant 


even ewOietie COMt-ac.. Contrdad2: lives ere cvpicaily 20 to 25 


On privatization contracts, Research G@mere)]) genera] iyesmaeee 


in the contract tne servic# r@2 to te paid by the Céenmunity or GuaeelicG 
p y ; 


ad) 
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agency ‘or the first year. mGditiomal years meve cost tied to the 
Consumer ePrice index. Jtility costs ara included in the service fee 
and a senarata utility contract ig not used. Amy taweg, fees, OF 
leasing costs are passed to the public agency as a part o* the 
service fee. Users receive tne service directly fron Research 
Cottrell] and pay their monthly 511] to the public agency which in 
turn pays the service fee. The oroject costs and service fees are 
Guaranteed for the life of the contract. Tne conmunity or pub) 1 
agency in turn quarantees the quality and quantity of influent to be 
delivered to the facility, in this case to wastewater treatment 
plants. 

Research Cottrell guarantees site access and aliows inspection 
both auring construction and throughout the life of the operation and 
maintenance contrect. Contract @lauses récuire facility Cemo) wane 
vith all federal, state, and local regulations. City inspection is 
expected Dy the private company to insure contractor comoliance. 

Prasently the workforce for Researcn Cottrell's Srivati fame 
srojécts is menunzon. if city or county emoloye=s ar] 91S0 eg eaue 
the private corporation, researcn Cottrell's policy 1s to nire these 
displacec workers to fill similar roles in the corpcration. I[f an 
2xisting unton is in place, the corpuration wil] renegotiate the 
union's contract. The construction pnasé, generally contracted out 
Dy Research Cottrell yomay utilize union labor asmeesir came eciaer, 


construction Gontraceer. 





UOOn wen olrat 10 Olmemempri¥delzdtion Contract, the contract may 
be ranewed if desired Dy the cormunity or pvolic agency and 17 the 
option to renew was included in the Griginal contract. [fF not 
renewed, the facility reverts back to tne community or oubdlic agency 
at fair market value ‘22). 

1.5.2 Wanie] Construction Company 

Heniel Construction Company, a SuOSidtary of tne Fluor 
Seeperation, Irving Californivay is NEW to the friela of privatization. 
Its expressed purpose in entering this new field of construction is 
an attempt to be competative with other corporations oan projects for 
communities with funding problems. The Daniel Construction Company 
hopes that by arranging financing as part of its construction 
Service, it can induce communities to attempt projects they normally 
would not heve uncertaxen using traditional financing metnods, and 
that Daniel will be selected to perform the project. The company's 
interests lie in Doth municipal power generation and wastewater 
treatment. financing is arranged by Daniel who uses its AA creait 
rating ang $3-4 billion in assets to secure and guarantee loans for 
the community. Presently Daniel Construction Company is negotiating 
Beta Lhe Gommunity Of Nertn Little 2ock, Arkansas, for tre 
@onstrucc1on of a hydroelectric diant. 

Dania! Construction Company uses a modified turn-key or full 
Service agreement cption as a basis of its privatization contracts. 
Financing, temporary financing, design, engineering, construction, 
cperation, and maintenance are 2311 accomplisned dy them as the 
owner/operator private pare.cipant. Daniel's modification, Jike 
Researcn Cottrell, passes the construction costs back to the 


community. The finance, design, engineering, and construction costs 
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ar2 aadec to tre operation and maintenance fee to get a single 

Service fae, Qn this hydroelectric plant project, Daniel further 
requires tne community to purchase all power produced at mar<et value. 
The contract jif2 for this project is 15 years. 

The service fee would generaliy be stated in the privatization 
contract for the first year. In further years the service fee would 
egual the city's debt service and cost of operation and maintenance 
olus a fee or profit. Utility cotts, amy fe@s, taxes or other cares 
would be included in the contract ang the cost borne by the community. 
[In the hydroelectric power plant project the community purchases the 
product for jater sale to users. Users pay the community for power 
used, 

The Oaniel Construction Company allows site access and 
inspection by conmunity employees throughout the life of the contract. 
Menitcring by thd community crepab lies agemey i$ ecapected. 

The Ganiel Construction Company is presently a nonunion 
corporation. If city or county employees are displaced by the 
private corporation, Daniel's policy is to hire these displaced 
workers to fill similar roWes in OW@ corperation. If an existing 
union iS in place, the corporation will venegotiate the union's 
contract. Corstruction is accomplishéd sy Dantel's nonunion 
construction forces. 

Upon expiration of the privatization contract, the contract may 
be renewed if cesired by the community or oublic agency and if the 
option to renew was included as an original contract clause. If not 
renewed, the facility reverts back to the community at fair market 


value (5). 
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In the area of privatization, the leader to date has been Sidqnal 


| 


RESCO (RerusSe Eneray Systems Company), formerly Aheeladrator-Frve, 3 
member ot the Siagnal Group of companies. [t nas a major enginering 
Omgenizgation in the former Rust-Kellogg, Inc. Signal RESCO 
currently has full service commitment on five waste-to-energy 

projects with a total value of $788 million. They are located in New 


York (2). Mepyland, Plerida and Massachusetts. 





Other Signal Group privatization projects include a 7500 kw : 
cogeneration plant in Placerita, California by Signal's 
Wheelabrator-Frye and Garret Corporations, the Paraho-Ute 0i1 Shale 
Project in Maine by Signal's Kellogg Rust Syntuels, the Nerthern Peat 
Energy Projecs in Maine by Sianal's Kellogg Rust Synfuels 
(engineering and construction) and Wheelabrator Clean Fuels, Inc, | 
(Operation), and a 2263 TPO Metnanol Plant in Cabo Negro, Chile dy j 


Signal's Wneelaorator-Frye (finance and operatior; and «elloga Rust 


(construction). Though cancelled in 1984 due to budgetary 


ADDO RRNA 


constraints and world-wide oi] glut, Signal's Wheelabrator-Frye was 
the lead member ot the partnership to Build a $500 million 20 MTY . 
coal export seen in Staten Island, New York. 

Signal's approach is to establish a single purpose subsidiary 
created solely tor a qiven project. This subsidiary may represent » 
one *r more of the Signal companies depending on need. Tnis 
subsidiary serves as the general contractor, owner, and operating 
company. Signal uses the turn-key or fuli service agreement cption 
with one significant variation. [t provides construction funds for 
approximately 20 perent of the capital requirement of the project 


with the remaining @0 percent being funded by the tr3diticnal 





tax-exempt debt. Signal's ifivestment 1s recovered through operating 
fees collected from the consumers. Signal guaranzees the capital 
cost of the facility, amd “oDliaates itself We Gentrac css 
orovide unlimited additional funds necessary to complete the project 
to an operational condition and to pay debt service for any unexcused 
delays. A similar guarantee also covers the service .eriod of the 
GON tr aeee 

Signal's operating and maintenance contracts generally cover 15 
to 20 years. Tax ownership of the facility during the life of the 
contract resides with Signal. On a typical waste-to-energy project, 
the government has an ongoing commitment to provide waste to the 
project at minimum established quentities for a set tioping fee. The 
electrical power or steam output generatea by the facility is then 
sold by Signal for its own account, with possibie revenue sharing 
with the gevernment {3). 

4.5.4 Bechtel 

Bechtel has not to date participated on a orivatization project 
except aS a contractor for the construction phase. Tney nave 
submitted proposals on ‘two projects, one in partnersnip with waste 
Management, Inc. in 8roward County, Florida, and the otner in 
conjunction with Consumat Systems, Inc. and Sumitcomo Corporation of 
America in the Virgin Islands. Becnhtel’s stuted purpose for 
developing the privatization option is so it can compete and maintain 
a strong position in the waste-to-energy market, an industry where 
srivatization has been used most orten. Bechtel's home offices are 


in San Eranciseo, Calirorada- 





Tne Virgin Islands project consists or two solid waste resource 
recovery and desalination plants, one lJacatead on the islana or 
SEM Crome th@ oengr on the istan@ of St. Thomas. The olants will 
each produce 650,000 gpa of desalted water by burning 150 tpd or 
waste. The client is the Virgin Islands' Department of Public Works. 
Nea capital aest OT the orojeets, including financing costs, is 
approximately $59 million, with engineering, design, and construction 
making up adout $38 million of chat figure. 


To pertorm the oroject, sechtel intends of form a joint venture 





with Consumat Systems and Sumitomo Corporation of America to design, 
construct, own, operate, and maintain the plants. Cons.'mat is the 


incinerator manufacturer and operator. Sumitomo, a subsidiary of 
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Sasakura Engineering Company, Ltd. of Osaka, Japan, is the desalting 


“ay 


eguioment supplier. [ne joint venture will lume sum contract wit! 
secntel to construct tne plants and provide performance guerantees 
and will contract with Sonsumat to operate and maintain the P 
facilities over the 15 year period of the contract with the 
government. 

Under this arrangement, the government will be obligated to 
deliver waste to the facilities at a guaranteed level and will agree | 
to purcnase potadle water at a predetermined quantity. The tipping 
fee for waste and the purchase price for water wili be determined by ; 
a cost reimbursable formula designed to compensate the contractor for t 
all project financing, maintenance and operating costs, anda 
reasonable prorit. At the end of the firteen year operating term, 
the government can ourchase the fucility from the joint venture for 


rair marxet value or renew the Service agreement. 
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Financing for the project is to be obtained from two sourcas. 
Limited obligation tax-exempt industrial develcoment oonds having a 
maximum term of 15 years will be issued dy the Virgin [Islands Puolic 
Works Acceleration Authority for aporoximately 30 percent of the 
total capital cost. The joint venture will provide the remaining 20 
percent. Tne joint venture expects to abtain their 20 percent by 
means of a third party leveraged lease. Ouring the construction 
period, however, the joint venture may finance construction entirely 
with short-term tax-exempt notes or tax-exempt commerciai paper 
issued by the Authority. Upon completion of construction and 
demonstration of performance, the joint venture will transfer its 
Interests in the facilities to a third party lessor and will enter 
into a lease back for the onerating pericd. The lessor's equity wil] 
be used to pay part of the short-term debt with tne balance converted 
to long-term debt. As previously stated, the fee charged the 
government for the services provided will cover all costs plus a 
reasonadle profit. Lehman Brothers Kuhn Loeb is the financial 
advisor for tne joint venture (2, 8). 

4.5.5 JieePagsone (aor ation 

The Parsons Corporation, Pasauena, California was a oioneer in 
the field of privacizacion as the sole financer of a 5 mgd advanced 
wastewater treatment plant for Cnandler, Arizona. Parsons, ranked 
fifth on cNR'S 1984 Top 400 contraetor jist with 34.2 billiom l;aee 
contracts, is financing the project with $22.9 million in industrial 
revenue bonds issued as tax-free, floating-rate securities sold to 
institutional investors Dy Es fF. HUECOm andeCempany inc eagoeor 


Chandler's financial adviser, 30etche~ and Comoany, Inc. The 25 year 
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Sone, Commeszowomnmc (0 2ad 25 -car Serlice contract lit ay Qauxed 
Oye a Mleoeer OF craagit from che Sank or aAmerice, 

The ?arson's Corooretion will orsvice angineering ind 
BuniGioa!| Services, ine., will oerrform the operaticn 
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phase and ensure effluent quality. Another Parson's suosidiary 
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Engineer ing-Science Cos., Arcadia, California, wili do design reviews 


~ 


p@mcONSer uc Ton INSDeCtTON. alc \sesenecuied for condo lotion 


by the end of 1985. 


The erfluent will be soid oy Parsons Municigal 
Services, Inc. for agricultural use. Tnis fund plus tne service fee 
bemd By che city covers financing, constructicn, operation and 


maintenance, and profit (25-24, 25). 


4,6 Yiewooint of a Major Underwriter: Prucential-secn 
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AS 3 Major unGersriter of construction activities, 
Prudential-S8ache Securities nas Snown a growing interest in the 
concent of orivatization, especially in the areas of water and 
wastewater facilities. Tt is delieved that their viewpoint on the 


Subject of privatization 1s indicative of otner underwriters in tnis 


picent a) sec eee Sega east Uaekeccnsinle eaavantiages of jiower 
Initial capital costs ind controllaole long term costs under 
Orivatizetion ara epparent, as are the non-economic advantages such 
35 assured system perrormance, soth quantitatively and 
Beeii-etively, municidaliities can seqetit from orivetization. 

The principal benefits 3re economic. 


Under privatization, 4 
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Uncer 32 lona Cemmesery leomagmestent, tha eaigeat 2) ee ee 
Facility would charge tne munipality a Service charge based on dedi 
Service and operation sana maintenance costs. Because tne investment 
of equity would recuce borrowing needs, the dedt service sorticon ofr 
that cnarge, a constant yearly emount, would be significantly jiower 
than that of conventional financing. The egresment woulyu set the 
first year operatimg cost and the conditions for adjusting this wesc 
over time. sdecause debt servica would be constant, and the coerating 
costs cnargea only for specific reasons estadlishea in the acresinent, 
the service cnarge would be controllable and predictable gover Time. 
[fF these costs axceeced stipulated levels due to management 
inerriciency, tne coesr@tor would aSSorG tnose costs. In ii ec cea 
Community can de snieided from the economic consequences of baa 
Manacewent. The etficiency of experienced private cheration should 
be ratlected in lower first year costs anda consequantly iover ruture 
Oayments. 
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same Dasic financing venicle, the tax-exemor. revenue bond. Using 2 
$135 million system as an examole, under conventional Financing, the 
entir2 construction cost wouid oe financed by a ravenue dond 15sue. 
Construction casts, olus financing ind 1sSWance Costs, would naan 


in a 526,806,000 issue. Assuming 4 10 percent bond interest rate 


annual G25t service over the 20-y23ar contract lite would ce 
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3i4 million (26-1). ‘witn greatar investment oy the ocerator, ine 
Savings Co the community becomes aven more significant. 


There are otner denefTits of orivatization recoanized oy 
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IvaC°ZSl10N Dro7acsts as Simpiy anciher invessmery enoico. Tae 
interest will center not on this new method of financing dul rather 
on traditional questions of risk. Fields sucn es waste-to-anergy or 
cogeneration, wnicn involve new Cecnnolocies, are considered as 
risky, wnile water or waStewater privatization projects are sean as 
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Orivace parties in development and oreration wil] not dilute ultin 
oudlic centrol over these projects. “ceywate Safedterus sid eens 
s2cnanisms can be incorporated in financing and Service icreémenis to 
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assure the proper protection of tne pudlic interest in tne Jong term 


Qoraiicn of 2@ project. Althouan the community weuid oe relieved cf 


Jay-to-Cay constrlegiOn end woe selon resegnsso7 littes, 1: Ci lai 


rajinguiss ccncrol cr its°eapeol lity 16 Orhbect thes oubiic | tee 
entercement would Se exercised tnirouan various agreements including 
the ground lease, the financing agreement, ana the service @agreament. 


The around lease woule set site occupancy and facility construction 
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RiSK Management 1s derined aS a CAMpranensive aporcecn to 
hanaling 2xpoSur2 to loss. Any evant that contridutas to fF imarc?e| 
Joss of the business venture is subject to risk managemenc. Tne 
rolicwing tnree steps are used Sy some comoanies to manage the risks 
Le peer eounter:. 

*Recognize and identify the risks that apoly to the privdtizqeues 
contract. [nase may arise out of Contract wording, Site 

, untertain eCuliGiic Tuture, Ccnanges In iaw, er cnaancges 
if CONSUirer haowes. 

“Control tnoase risks once they nave veer icgentiftias., 4% Gacisuaee 
MuUSt. De made wnether to essume the risks, transfer tne risxs to 
anOcher Darcy any @uey) Sumer cm ieee e oe 
PiSKS with enotner oarty. An alternative oOrcocedure Tay ase 
deyealoced to eliminate the risks. Other cnoices include 


insuranc® against 108s, Seli-inSurance, or any 32CliGn <5 im1Aiieee 


“Jeveiop 4 project-wide program cr loss preventionwenc cenerol. 
Sarety procrams, duality managetent, ena Seca Commun icac) oe 
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imocrianctly, tecnnology cnancges. what 1$ state of the art today may 


De ossolete tomorrcw. ITnese risxs anc others nust Ge considered when 
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Seve come whe srivati zation contract. 
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Bwecess, |! Drivetization project, Various Management strategies tor 
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annual income from sale of any outout 
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it aocears tha oubiic aS well as the orivat2 oarticipant 2re 
cencérned with tHe grojeerion. The @vents wit@h apMect chess 


orcejections are tne risk alements (6-8.15). 
5.2. The Risk Factors ano Elements 


3.2.1 Caertal. Cet 


The aajer risk silements wnicn affect tne capital cost of whe 


*Deiays IN oroject comolistion resulting in aelay in r2avenue 
receipt ana eaxoaosur2 29 Intlation. 

ea0ieai COSt overruns. 

*Fcditional capital investment neesea after start cr cons crm 


Oo mest operating performance. 
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The major risk elements associated with coerating ana maintenance 
COST aremiG=amy ): 
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“Cnanges in ingot composition. es im tne c382 OF wastewatar 
treatment, sewerage, or reruse manaaement., 

=incre@as@ in taxes or chance in Can laws. 

*[ncrease in insurance premiums. 

*«Cnanges in legislation. 


*Unexpected major damage from natural events. 





Inability to meet regulatory requirements, overcome site 


et % ers 


restraints, and other environmental issues. 


*Pocr project management. 


aoc. 6 wineonie 


te hie RQPM Pa De SON wee & 


The risk elements associated with project income are (6-6.13): 
*Cnanges in input composition, as ii the case of wastewater 


treatment, sewage treatinent, or refuse manacement. 
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«Qverestimation of project oroduction. 
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nadility to mest specitications. 

Foverlat Ons (Wei erles Of elleray. 
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“Adverse cnanges in the financial condition of purcnasers of any 


commodities produced. 7 
*Cranges in legislation 
*Sportrell!s in user neecs and tnéeretsre input quanticies. | 
xe xcessive operation and maintenance costs. i | 
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*Chances In user nabdits ana nesds, 
SehanGges it ce eCCOncmy. 


=CienGes in s@6laticn trends. aan 
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[n detarmining their position towards risk assumption, the oublic 
ang privaté@ participants should first givé consideration to the 
Following requirements for a privatized project (6-8.19): 

*A\ strong credit must in some way dack the project. This credit 
Decxing may be provided by the puolic agency involved or vy a 
private participant. ‘while tne credit may be limited to the 
construction or even part of tne construction rather tnan the 
lite of the project, optimistic financial projections alone are 
not sufficient t@ back a project. 

*Adequate capital must be available to engineer, design, 
COMSCrUCT, Wand Start Up tne fecviity. 

*The facility must be guaranteed continuous usage over the life 
of the indebtedness. 

t3 for any proascuce produced must Ge secured and assured as 
a price consistent with financial projections. 

*The expertise of the designer and contractor should Se well 
established. 


*Tnere must be assurance that tne facility wi!! ce re 
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operated and maintained over the life of the ca 
must be confident af renayment of loans. 

*The revenues gained from users and sale or any Oy-product must 
be sufficient to pay for operation anG maintenance, ceot service 
coverage, and anv prorit to the private particisant. 


*An aceguats insurance program must oe maintained. 


*Required permits and government aoorovais 
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nec2ssarv. 
*Cumpliance with local, state, anc federa: reguiaticns must Sa 


assured throughout tne lire or the project. 
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Risk Allocation 

Once the risk factors ana elements hava teen identified 
alement must then be allocated to one party or the other, either to a 
Beemie eGency Or 2 prvat]= sector parcigipent. Kisksalblocatien is an 
extremely important decision process and must be completed evan befcre 
pqewrecguesce sr OneGOSda!ls 1S made public. Pre cecisian ttselr often 
requires an axtended period of time involving public meetings, 
research by committees and suodcommittees, and even pudlic rerarenduns. 
In any case this decision should riot be entered into lightly, without 
thorough research, or without careful projection of tne efracts aurine 


the intended life of the project (10-130). 


2-4.) CapileGecingn sk Allocation 

Tne risks here concern any delay in revenue ficw, cime 
compteticn of construction and any arrects 4a delay mignt have, any 
overruns which may occur, and any new legislation which may affect 
Sete eeOlseruccion, production, or the lite or the oroject. 

WGea: JUD lic Sector asSuUMOTICN oT Cadital cost risxs is an 
extreme example of risk essumotion. Total protection or investors 
Mie st Ghiserts. regiiires thessublic ecency £9 Drovice cuaranteess 
eye ere “ce eomolecion will Seclimely, thal funds ar2 avallaa ents 
cover any problems wnicnh may arise, and tnat ail dedt sarvicse Toney 1s 


available at ali times. Tnere is in tnis agraement total proatectian 
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“or onvesters against toss. Tne public agency can protect tnemsei ves 


Dy “ecuiring payment and oerrormance doncs, ensuring only competent 
> ntractors anG engineers are hired, and having proper insurance 
govering loss. 

Tne other extreme of risk assumption is total privat2 2ssumoction 
of capital] cost risk. Under this condition the private partic ies 
assumes total risk and gives a guarantee to any investors and to tne 
public sector for timely delivery, proper management, and meeting 
Specifications. The private company's role may be that of investor, 
builder, manager, or all of these. 

A modification of total private assumption and total ouslic 
aSSUMPLIOn 1S @ smeared “ASSURE! One Olecanllal cose. 7 isx- 
orasents tnree scenarios for capital cost risk sharing (6-8.29). Tne 


public agency is the arranger, the private ccrporation tne oroducear. 


TABI S-1. CAPITAL COST RISK SHARING 


Risk assumed by: 
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WITHIN cost, and meeting required specificetion 
uncer privatication, the orivatea comoany in this scenario «culd 
Finance tne entire operation and ce responsinis to the auviic for 
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Yoval sublic secéor aSsumption of operation enc naintenance C3se 
risks requires the gublic agency to ooerate the facility tn a ~2liaule 
manner assuming risks such as technologica! changes, cnanz25 19 anergy 
costs, cnanges in légis}ative and environmental legis}scicn, 
competition, anc oroper project management. losses and the 
inconvenience of excessive downtime or maintenance orodletTs would de 
borne by the public agency. 

While the cost would prooably De oreniditive, total private 
sactor assumption of operation and maintenance cost risk iS an 
alternative. In this case, the private participant would engineer, 
design, construct, start up, and ooerate the facility. Tnis compeny 
would oe Jiable for any interruptions in sarvice and any increases in 
COStS of operation. The private sector nera would avyen assume 71SKsS 
over ajements over which jit had no contro: such as t2x2s, anergy 
costs, or cnanges in usar naoits. One can see the cost to tne puodlic 
of $uch risks being borne entirely DY the orivate gervic panes 

More oractical is 3 Shared assumption of operation and 
maintenance cost risk. Tabdle 5-2 presents three scenarios for 
operation ind maintenance cost risk sharing (6-23.22). 

In the first Scenario the siviation we<lses ener] tne ee 
w@ency NiveS a Privale COrporac 10 eo ctiedon 2 cee a cee 
gSuarantesd coerating cost, oslus a fe2. Any charges in conditions are 
horn Oy the pudlic, while errors in judgment, olanning, or poor 
projections are the orivate corjoration's risks. 

Scenar wom? is similar to scenario [?exeemr senate se or i vace 
SOCTCMmeGe 23S TRO PisnS On 226. ed ee 
assumes the risk cf insurance? incraases. Trese two ziements area 
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[r scenario 3 the suol.: secter assumes tne risk of 
underestimation of labor, materials, ang other operating costs, plus 
utility and suoply costs. This mignt happen where the sudlic agency 
contracts with a private corporation wno receives a fee for sparatina 


tne facility using performance specifications. 
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PICK AN MBIRY REP YSE-10-ENERGY PROJECT 


SB. Ilocroduction 

Mie DrOj;SGe se oNSiSes Of Ere 7acility, Cesigned, constructed, ana 
operateu Dy waste Management, Inc., under the design and construction 
contract and tne operation and maintenance contract; and the related 
facilities, designed, constructed, and cperated by the City oF lamoa 
or by Tampa Electric Company. 

The City of Tampa degan investigating resource recovery in 1977, 
when Tampa, Plant City, Temple Terrace, and Hilisdorougn County formed 
the Solig West2/Resource Recovery Management Committee by iInterjocal 
creement. Using locai funds, the firm of Brown and Caldwell 
Consulting Engineers was hired in Novencer 1978, to assess varicus 
SOlid waste dispoSal options and : datermine tne feasioility or 


rescurce recovery in the Tampa area. The conclusion of the year-long 


ene Jemp2 area. In 1979, tne local governments raceived s2/i 
mereneia| asSistence trem the U. 5. Environmental Protection Acsarcy 
For Resource Recovery Project Development under the Yresident's yvroan 
Policy and proceeded to investigata specific recovery tecnnoicates 
while comoarina them economically toe landfill disposal over 32 20-yser 
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“acilities, tne mass ourn tachnology was selectza as the most oroven, 
reliable, and economical. I[n i961, “Major cod “artinez issues 


sxecutive Order Number Sl-%, efreetive June S$, PE51, estaciisning ine 


shila not conforming in ali aspects to Irivatization 3235 cerines 
in Cnapter [ of this report, the McNay Bay Aefuse-to-ineray 7raject 
does ucilize many or the Denericial qualities of this concept. Tne 
major difference is that no private sector money was used tc 7 IiMence 
the project. Tnere were two major reasons given oy Nancy McCann, 
“Management Analyst, McXay day Retuse-to-cnerqy Project, City or Tampa, 
ror not utilizirg private sector funds. Tne primary reason was tne 
rear of escalating costs over tne 20-year term of operation. Tne 
secand raason was the reluctance or the city to shara ownersnip «wiih 
waste “anagement, (nc. 36th reasons are Jegitimata concerns anc 


acdress two oF the risx alements of orivatization projeccs. As with 
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s, the City of Tamoe waS required to S2l anes 
Cie risks and the Sener:2sS. The aecisien 'n tnis CaSe@ aaS 20 Sora 
ror the private provision 97 the service, Ouc wlGnGic ine 219g 
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incinerator, wnicn operated Jetwaen sugusc 1/, i967, ana vecemcer 2U, 


waste disposal site ana its convenient location near tne downtown er3a 
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Ooms, See Ficure 6-] (33-19). 


me 7aciiley receives @nd stores solia waste, burns the wasts, 


metals from the residual asn rer selvage. Tne racility 1s desiered to 
Pee2ive and cemoust £.U00 tons der day of oreceassidtze «ase gener 4zird 

rrom residential, ccmmercial, industrial, and sovernmental operations. 
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station ror handling amergency and excess connage, ent yway and 
landscaping, and the 69 kilovolt ftransinission line ana 2lectricsl 
interconnection equipment used for the transré@r of electricity <3 aE 


Tampa tlectric Company (33-20). 
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6.5 Oesion ang Congtnierion Contigaiet 

On August 26, 1982, the City of Tamoa and Waste Management. inc., 
entered into a contractual agreement for the cesigning, construction, 
and testing of the waste disposal project. The contract was aritten 
witn the intent that the contractor, uncer a separate contract, would 
operate ana maintain tne facility following construction. Tne 
contract price was asteblished at $59,652,000 on Octocer 12, :.9Si pane 
was adjusted periodically oy an amount atiridutadle fo cost escalazicn 
Gue to inflation as Shown in par@araoh 6.5.4. Tne contract tvp= wasmme 
fixed price witheesceale@cion due to lnfletion. Comgvetion gateww 
1Shed at 1,095 days after the earlier of (1) the date the 


contractor commencad on-site construction of the facility, or \2i <cne 


date 30 Gays after receiot of the notice to proceed dy the contractor. 
The notice to preceed was required witnin 130 Gays 37ter the 2xs24t7En 
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6.5.1 Gaieiimated PirojecieGoscs 





The orosect consists of the facility anc tne releted feci 
Tre price sat fOr une Faeldity 19 the weenie. weSeeeeesc CC 
escalatea trom October 12, 1951. An incendendent consuictina groud 


o~ - > = 
' a Ce > secs r mot . in - nm ry 
ie WES ete Sees tw OT See eels ec 


jan 
mn) 
Cys 
& 
€ 
6 


escaialion cChrougn tne eeserevsh eer oC wai oem te ee scl. 


- 1 -— 


es ~ ~ ba -s = ~ ae ar -_ = = 2 4 7 aR wa = ~ ee hes f irene — 7 ore 
estimeted the cOSt Cr Ghee si ater se ee ee ee ee 





Mm Geco0 (ar estelctiomy “Tne toa’ comitructic: cost of the orotecz 
including tha facility, relateda facilities, escalation allowances, 
contingencies, 2ngingering Tees, and other costs was $85,031,C00. Tne 
city's bona resolution required the city to pay $2,023,000 towards 

the €omGtruction of the fragility from Sources other then tne Bonc 


Droceeas. See Table 6-1 (33-21). 





6.8.2 Wieverespons1b1]ity 
Tne perrormance by the City of Tampa of its ooligations under 
this contract was assential to timely completion and included (30-22): 
*The issuance ana sale Dy the city or its revenue donds in an 
emount suTticient to finance construction. This was recuirea 
witnin 180 days following the execution of the contract. 


*Tne payment to the contractor of the facility price in 
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Installments on the basis of tne percentages of the construction 
completed. Five percent ratainage was maintained oy tne city 
until ooerational acceotance. 
sine furnishing of the Tacility sits and the laydown ana 


meee td's sca0ing area, including tull and comolete eccess to 


SUGe@ore ace ors 
*Tne iste 
MONieering of tne delivered west] to the facility. 


“The construction and maintenance of an access road and entrance 
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StS oy w= 1G ene wellE202ncS Of Dermanent utility transmission 
dnd 2l@ctricity up co the 


Deungary OF the Taciilcy site. Water and electricity used cor 


TABLE 6-1. ESTIMATED PROGER Teagan 


Wasta Management, Inc. Contract Price $59,852,060 
Related Facilities Cost 3,625,000 
$63,477,000 
Escalation Allowances: 
waste Management, Inc. $1¢ , 989 ,0CQ 
Related Facilities 466,000 
17,425 , 09 
Independent Engineer's Fee 5 ado cow 
Sarees lax 250 4600 
Start-Up Utility Cores 2/8 , G00 
Permits, Fees and Licenses 6 , 000 
Insurance 500 , 000 
Construction Contingencies (1) 2,680.000 
Total 4 iJ1.006 


$85 03 0ay 
The 2s timatedutoual Projectvcost sco. 252.000" 


1s to be funded as fo:ilows: 


Nenosgit to Constriecicn Hema (2): 
From 1933 Sond Proceeds 363,270,000 
City Contr 15utiom 2, 02s. 008 $65,293 , 000 


[Interest earnings to be devosited into 
Gogstruiction Frund(a): 


On Construction Fund 7,325 206) 

On Capitaiized Interest Fund 5,024 , 000 

On Deodt Service Reserve Fund 3,902 , 000 

On Surolus Reserve Fund 807,000 i7 ,05e,Ga8 
Deposit to Surplus Reserve Fund(1) (4) _ 2,500; 0ne 


Funds Avaiiabl 


(ap) 


(3) $85,031 000 
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(1) Reprasents corstruction contingencies reccinmmended by the 
Indeoendent Consuiting Engineer, to de degasited into the Suralus 
Reserve Fund tram 1983 sond proceeds. 


(2) Includes Project costs, sales Uaxes isca Patio Begins 
permits, fees, licenses and insurance, net of approximately 
$13,000 rounding amount. 


(3) During Tne 36 month construction period, inv 
Conscruccion Fuad aad 2ne Ges 2212 eae 
earn interest at 9.35% der annum, investment 
Reserve rund are assumed to earn interest at 
investments in the Pent Service Reserve FunaG 2 
Ingerest at 10.35% per annum. 
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(4d) Tnis amount is aqua 
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o the Surplus eserves Minimum Requtranent 
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GComeeruclvewex.as Omoviced 2c the cost or “he contractor snile 
that used for testing and startup was provided it the cost or 
che city. 

*Tne oroviding and maintenance af a storm drainage system uD to 
tne voundary of the racility Site. 

*Simultaneously with this contract, contract with waste 
Management, Inc., for the operation and maintenance of tne 
vac ll1lY On BeAalf of the city for aweriod of 20 years. 

*Deliver a notice to proceed to the contractor within 180 days of 
tha @wecution of this contrect. 

*Simultaneously with this contract, enter into a written electric 
contract with the contractor ror the sale and purchase or 
electricity between the Tampa Electric Company and waste 
“Management, Inc. 

*Pay for all federal, state, and local taxes including “anqgiola 
and intargible personal property taxes, sales, use, documentary 
Stamp and otner excise taxes, and ac velorem taxes relatina to 
eter ce liitey Or Teel lacy site. 

*Accentance of completed worx that meats operational 


mig 1 on OT mene. COmuract. 
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SO€@li \CdctlOnS set fomeh in the soec 
toa eos O0erae ING 7oS5 tO the contracccr ror start uo, 
tasting, or interior operaticns whil2 awaiting acceotance. 
Sie wcaiee ikeolon Or o91SeCONtrace ;Or SuoStantial, irremeqieo ie 
O@rtormance shortfall, or the requiramenc that the contractor 
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“posed vy Jaw for injury or aeath to persons or property 


resulting from the performance of this contract, or the issuance 
and sale or the revenue bonds. 
*Exclusion of any implied warranty not expressly agreed in the 
Contr ae F. 
*Reimbursement of the contractor fer costs resulting from 
uncontrollable circumstances including labor, profit, materials, 


and equipment. 


&.5.3 Contracion spsoons 105 | ley 
The contractor's work in designing, constructing, and testing the 
Facility was required to be in a timely fashion ana its obligations to 
the city included the following (30-18): 
Tne commencement of on-site contruction within 30 days after 
receipt of the notice to proceed. 
*The completion of construction prior to the oassag> of 


1,095 days. 
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*Tne execution simultaneousiy with tnis ce 
and maintenance contract altnh the city for a 2U-vear Guldeuegees 
Service, ana an electrical contract with [amoa ¢ 
ror the supply and sale of generated and consumed electricity. 

“The oftaining and maintaining or all permits, licenses, end 
approvals necessary for the serformance of tne contract. 

*Tné orovision of all taour, Conscruceion tiger ia: s, coglce 

2nd Su 18veil- or “2c ae a 
necessary to cesignh. construct, end) GaSe unome ec). 

=| EMC OMS TTUCTIGN OT erainaee, roads. aye nie tuus cee 


areas within tama facility sive. 


yrs w ees, 


"Keeping Ne tae. iicy ree crcm al] 11.3ns ana ancumorances. 

“9roviaing access to the site, the lavydown anc materials stayina 
area, ano tne racility to tne city, its employees, acents 
licansees, or quests, 3s well as to emoloyees or zgents oT 
See lic dUwioritieoeagwmna regulavory jurisciction over the 
feel lity gig@@ cr th@ Taeility. 

*Compliance with all aoplicaole laws, ordinances, rules, 
regulations, oraers, permics, and licanses of any pudlic 


authority having jurisdiction. 
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*The submission of progress reports as required by this contract. 
*Performance of all start up requirements and tests and 
Coerueeiogmin accordance with contmact specifications. 
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-Payment O+ perrormance snortiall damages, voluntary or not, for 
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perzormance whicn falls short of Specification requirements. [Ff 
r= éGuai or greater inan 25% of the unfunded 
Gaeulvtey cell. "fe ™contrector may slect to purcnese che 
mee ul icy.. 
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Insurance, employer's liability insurance, comerenensive general 
insurance, comprenensive automodile liability insurance, 


gircrart l1a0TTity 1isierewee, umoralla emaity insdrance «lem 
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a limit of Ss@mmi lien, OW lder's ris< Saar ai latiem 7 femme 
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insurance, anc business interruption insurance. 


6.5.4 Cost Escalgciom Ott £6 Jt lation 

cach monthly prearess payment was adjusted for intlation. Tne 
inflation adjustment was calculated in accordance with the following 
formula and the amount added to the monthly progress dayinent to 


determine the amount due (29-2). 
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TASce OMe. AOJUSIMIENT COMPONENTS 


The monthiy progress payments are composites of orojeccad 
expenditures for three conponents: A-Home Office and Fieid Nonmanuai 
Services, 3-Material and tquipment and C-Field Labor Costs. These 
Components ara as follows: 
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Softwood Lumber 


Metal and Metal Products 
Irom @nd Steel | 
Steel Mill Products 


Finished Steel Mill Products 
Structural Shapes 


Bars, Reinforcing 
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fer each index exceot BTN73 and OST wa: calcuiatad 3s follows: 
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6.5.1 287 19s 








Certain terms with specific definitions were used in tnis 
coritract and are essential to the understancing of tha contract. 

Processible Waste. Solid waste orovided by the city to tne 
contractor for the ourpos2 of recycling (32-8). 

Net Processible waste. Expressea in tons, tne weiant of 
processed asta minus the residue that remains arter processing 
@a-7). 

Guaranteed Weexly Delivery. During any period of seven 
consecutive days, 3,000 tons of processible waste (32-6). 


Guaranteed Semi-annual Delivery. Ouring any six-month pericd 





from Octoder 1 to March 31, 78,COO0 ‘tons of orocessit ia waste. During 
any Six-month period from April i to Seotemver 20, 2C0,COd tons or 
orocessible waste (32-5). 
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soclic3bie Line Hours of Maintenance. Ouring any c2iedar 


quarter, 2,160 line nours of maintenanc2, ana curing any contract 


vear, 6,240 line hours of maintenance (37-2). 


6.06.2 City Responsioilities 
During tne 20-year operating period, the city is raquired to 
assist ana cooperate in the operation and maintenance or tne facility 
in the following areas (32-20): 
mie city will oitov da Mane MalWeain ror whé Contraétorwull ane 
complete access to the facility including the use of a paved 
acc#ss road and entrance. 
*The city will provide and maintain tne weigh scale nouse system 
In an efficient manner, including operating truck sca 
city will weign all procassible waste, r2 
residue, and secondary materials and will ve 
ieee G52 Or Ge culating orinee coninencetton, 


ect and deliver orocessioise waste to ons 
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“Tne city wilt maintain legal title to the facility site. 

*The city will maintain storm drainage ud tao the boundary of Lhe 
facility Sites 

«Tne city will deliver drocessible waste to tne facility between 
thé nours of 6:CO a.m. and 7:00 o.m., with delivery on an 
emergency Dasis at any time. 

kTne city wil] transoort process felects at 10S Cos a.) nonmeane 
meri ty. 

«Tne city can collect user fees in whatever amount and method it 
deoems necessary. Operating fees are paid for eacn ton of net 
orocessible wasta based on the dase onerating Tee for cwne first 
200,0G0 tons per year ana the excess operating Tee for 2icn ton 
excasdig cnet angane. 
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3$a:22 and Gse@ taces imposed if tne 2Uurcease Ci 267) 2Genle 


CSagemecS: Or ene toe | leas 


w f ~ \ - bh ¥ -~ys ~ - =,7*?¢ - > s ) 5 e es 
A 3Ccorazice wlth wee Slecirin Concer set merc ce] a 
= Sb ore as 4 ' = ¢ = Spas, f ‘ Pics ~ é aa ° rt a gens ae al ka. 
cot aa! ~ wae ae sear RG ' re ~~ Wd: SS Tel phaert er eta | @ rg J Pare [aes I 7 a! = be 
es ~ = a - = . bo - 
> jest Wissen ae aren taaty ivy OMe ae se fas ta ee 
i a a | eae mice mm oe ume care’= LTE | cE ro 1 na = ie = = = Ves 
= ee aw ore ee at 3 Oa eres oN gh eat Vile eS sen 1s = it ait 
ws =o ‘4 oe. es af / Rea ate eerie a nee pone Pee a5 man ra PA ~ P) + ‘4 
ee t. - + =~,2 
\ = aie ck NU os 
~, OS om } - ae . = - - ATT fae -~- Ao 
Tne | ~/ Cad weg pec ie th "Ne Ore eer | aC oor A SUES 25 pols ae “J 
ie Feet 7 bi ee ah a ey 4 ae ace ti ie ¢ é ngeel es = 





CO 
~J 


ae GOMPares tO the orTginal specification. The contractcr is 
also !iable if it rejects proceassidle waste not exceeding 3,000 
tons during a Seven-cons2cutive Gay oerinc or if it excaeas the 
apolicaole line nours of maintenance. 

kTne city, if it fails to deliver processible waste in quantities 
less than that guaranteed in this contract, will pay the 
CQNemdGlOr othe Girierence times Ure Base operating res. 

*The city agrees not to seek monetary damages from the contractor 
Wer Dreacn of othisecontract . 

The city will indemnify the contractor from all jiabilitias 
imposed by law for injurv or deatn to persons or property as a 
Goo thie Contractors acts Or omisSS1OnS In Connection with 


Bs Colmer act. 
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licenses, and approvals necessary for the operation of the 
mea Cenc 

*Tne contractor will maintain aa réeeuh th® taeivlicy at its eam 
and expense, including the reolacement of macninery and 
equipment comoonents. Tne contractor may, at ifs expense, maxe 
alterations or additions in order to improve tne operatisn of 
the facility. Alterations affecting the structure or system 
design of the tacility require consent of the city. 

*The contractor will furnish directly all labors and materials, 
including replacement equipment and machinery and tools 
necessary to operate and maintain the facility. 

“Tne contractor will <es9 the facility free amd clear a7 sal 
liens arising out of or in connection with the acts, commissions, 
Or Geous.of Cie eer aecse 

‘Tr= contractor wiil provide reasonsole accass ce the site to the 
City, its employees, acents, licenses, or cuests, plus emoloyees 
and agents of ouolic raculetery ecencies. 

“The contractor 28 the rignt to consume eleccricity dene: aa 


yngun7sS necesserv <O goerale tne racility. Ina 2¢resq aoc 


sne ocentractor will reiisuyvse tn] €10y oar tle emocc: ice 


‘The contractor alil net De coligateG to accest process) 1am 
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Ee <0 22, Gi the weexly limit In any Gay. "aSe long as Ene neaxiy 
limit 1s not exceeded. 
*The contractor will not exceed the 390plicadle jine ‘sours cr 
maintenance, but may reject deliveries if under the anplicadle 
line hours and if 3,000 tons of waste nas 3alreacy dean accented 


during the oast Sseve.i-day period. 





*{he Gontrdetor 1s responsiblé ror removing al) résiaue resuiting 


from the processing or tne waste at its own cost to a site 
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selectea by the city. 
*Tne contractor will te liaole for energy generation inefficiency 


and will reimburse the city fur fost electricity revenues. 
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*Tne contractor agrees not to seesx monetary damages from the city 
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6.5.4 Infiation Adjustment of Operacing Fees 
To determine the edjustment for inflation for the base operating 
Tee and the axcess operating fee, the dollar amounts will de adiustea 


w 


uSing che folicwing equations (31-2): 


Adjusted excess ooerating fee = excess operating fee xX CPl-2 
(ox ciaige sl 
where: 
bas2 operating fee = 319.14 as of Octooer 12, 1981. 
excess operating teem= $6.2%%45 of Uetaeer 12 eeiesl. 
CP, = the Consumer Price [ndex for the U. 5. city averace, ail 
items--al] urban wage earners and clerical woraers, 


pur i:ished by the U. a. Department of Lebor, Department or 


CPIl-i = the sudlisnec lel for tie montn of Scteper, Selly equa 
to 279.7 with 1967 as Dase year saqualing iG0.00. 

Cri-2 = tha CPi for che month preceding the ar*ectlve Gac2 Oia 
pace a Seal on or scierse 


[r the CPL is discontinued, the contractor and the e1ty 


wili mutually select another index. 
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6.6.5 &1Sk Snaring +or Operation and i\amigeapee 


Tnis contract divices risks between the city and the contraccor 


a5 SnCWO? Tiebcate. 5-5. 
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TABLE @26. RISK SMARING FOR OPERATION AND MAPNTZINANCE 
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Risk glement RISK assumed oy: 
Cole Y Coir aG Lor 

excessive downtime x 
Uncerestimation of labor, material requirements A 
Residue costs Xe Ke 
Unavailability of solid waste Ki 

Cempesition changes x 

Tacr2ase In caxes A 
Increase in insurance x 
Legislation A 

Poor mManaqement t 
2ecovery yields ( 





es eee 2 er 





Ke = sheared risx--contractor transports, city proviaas site 


LO) 
re) 


otTices are located at 2003 3uttonrielu Road, Vax 3roox, iilineqs 
SUlcL. 

waSte ifanagement, inc., provides integrated sulia, ch2mical, and 
low-level radioactive waste management services to commercial, 
industrial, ane municioal customers. Tne services proviced includs 
storage ana collection, transrer, interim processing, and disposal o7 
waste. Since canuary 1977, waste Management, Inc., has been involved 
with international projects in Riyadh and Jeddan, Saudi Arabia, 83uenos 
Aires and Cerdooa, Argentina, and Caracus, Venezuela. Their resorted 


net incom? for the year ending December 31, 1982, wes 3106,524,V000 


. 
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compare. with $24,033,000 the previous year. Revenues for the year 
ending December 31, 1982, wear2 $960,5438,000 comoared with 3772,690,000 


for the orilorsyecr 42-23 
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CONCLUSIONS ANO RECOMMENDATIONS 
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Privatization is rapidly emerging as a popular means for the 
Financing of public works construction. Privatization in a general 
Sense 1S interpreted as the delivery of any service traditionally 
provided by the public sector whicn is instead provided oy the private 
sector. In this report we nave seen that true privatization 
encomoasses mor2 tnan this. Tne privatization concept involves private 
Sector involvement in financing, dasian, construction, ownership, and 
operetion and maintenance of tne service facilities. 

Tne need for privetization is real. Tne nation's public «orks 
Infrastructure 16 In a serious state of decline with many examples 
Sea aviGhesren Wiiidesti ve of Years cr negiact. Almost avery cyoe 
eo eevee Com eC)licy 1s ai'eeee0. nose tecilivies waizh are 
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and in avery 3are2 o7 tne United States. Tnere is constant compatitian 


for investment dollars between the private ana oublic sectors, and 
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government, or agency, 1t ailows the preserving oF 10Cai UBOU ae 
ror otner essential durocses. [tt minimizes ;e08ra] ar. Stace 


Involvement in local affairs. It draws upon private sector expertise 


ang experience to verform olatning, construction, and ooer3tional tases. 


Private sector pay Scales anc Denefits can efract anc ret iin gee 
personnel wnere the local government may not be aodle .o. Tne private 
Sector can experience Signiticant economies of scale 1 the operation 


of multiple facilitisas. This includes the abiiity to share operators, 
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he abdility to consolidate common Services such as maintenance, 
administration, and Jaboratory services, ana the adility to bulk orcer 
cartain suoplies and consumable commoditizs. The orivate sector 15s 
able to reap tax benefits such as a 10% investment tax cred] cere 
Gepreciation of machinery and equipment, i5-vear depreciation ofr 
Structural) fact!1c01eS, ana tne daductibility or any interes cage 
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tne prorit incentive which accompanies 2F 
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